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INDEPENDENT AUDITORS’ REPORT

March 1, 2006

To the Board of Trustees
Spring Lake District Library
Spring Lake, Michigan

We have audited the accompanying financial statements of the governmental activities and each major fund,
of Spring Lake District Library (the “Library”) as of and for the year ended December 31, 2005, which
collectively comprise the Library’s basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the Library’s management. Our responsibility is to express
opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards issued
by the comptroller general of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities and each major fund of Spring Lake District Library, as of
December 31, 2005, and the respective changes in financial position thereof and the budgetary comparison for
the general fund for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated March 1, 2006, on our
consideration of the Spring Lake District Library’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be considered in assessing the results of our audit.
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The Management’s Discussion and Analysis on pages 3-9 is not a required part of the basic financial
statements but is supplementary information required by the Governmental Accounting Standards Board. We
have applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the supplementary information. However, we did not audit the
information and express no opinion on it.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the Spring Lake District Library (the “Library”), we offer readers of the
Spring Lake District Library financial statements this narrative review and analysis of the
financial activities for the fiscal year ended December 31, 2005. We encourage readers to
consider the information presented here in conjunction with additional information that is
furnished in the financial statements and notes to the financial statements.

Financial Highlights

1. The Library made the final construction related payment to Wolverine Construction
Management.

2. The Library purchased an electronic message board sign which was placed near the
corner of Church St. and Exchange St. It was added for the purpose of informing the
community of activities scheduled by the Library.

3. The Library continues to repay its installment purchase agreement debt and bond debt.

4. The Library changed the pension plan from ICMA to MERS.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Library’s financial
statements. The Library’s basic financial statements comprise three components:

1. government-wide statements
2. fund financial statement, and
3. notes to the financial statements

This report also contains other supplementary information in addition to the basic financial
statements themselves. The supplementary information includes this management discussion
and analysis.

Government-wide Statements

The statement of net assets presents information on all of the library’s assets and liabilities, with
the difference between the two reported as net assets. Over time, increases or decreases in net
assets may serve as a useful indicator of whether the financial position of the library is improving
or deteriorating.

The statement of activities presents information showing how the Library’s net assets changed
during the most recent fiscal year. All changes in net assets are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of related cash flows.
Thus, revenues and expenses are reported in this statement for some items that will only result in
cash flows in past or future fiscal periods (for instance, depreciation expense associated with
capital assets).




The government-wide financial statements can be found on pages 10 and 11 of this report.

Fund financial statements

A fund is a grouping of related accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. The Library, like other units of state and
local governments, uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements. The activity of the Library is accounted for in governmental funds
including the general, debt service and capital projects funds.

Governmental funds. Governmental funds are used to account for essentially the same function
reported in the government-wide financial statements. However, unlike the government-wide
financial statements, governmental fund financial statements focus on near-term inflows and
outflows of spendable resources, as well as on balances of spendable resources available at the
end of the fiscal year. Such information may be useful in evaluating a government’s near-term
financing requirements.

Because the focus of the governmental fund statements is narrower than that of the government-
wide financial statements, it is useful to compare the information presented for the governmental
funds with similar information presented for governmental activities in the government-wide
financial statements. By doing so, readers may better understand the long-term impact of the
government’s near-term financing decisions. Both the governmental funds balance sheet and the
governmental funds statement of revenues, expenditures, and changes in fund balances provide a
reconciliation to facilitate this comparison between the general fund and the government-wide
statements.

The Library maintains three governmental funds. Information is presented in the governmental
funds balance sheet and in the government funds statement of revenues, expenditures, and
changes in fund balances for the Government. The general, debt service and capital projects
funds are major funds for financial reporting purposes as defined by GASB Statement #34.

The Library adopts an annual appropriated budget for its general fund. A budgetary comparison
statement has been provided herein to demonstrate compliance with this budget.

The basic governmental fund financial statements can be found on pages 12 through 16 of this
report.

The Library does not maintain proprietary nor fiduciary funds.



Notes to the financial statements

The notes provide additional information that is essential to a full understanding of the data
provided in the Library’s financial statements. The notes to the financial statements can be
found on pages 17 through 25 of this report.

Other information. In addition to the basic financial statements and accompanying notes, this
report also presents certain required supplementary information. This is limited to this

management discussion and analysis.

Spring Lake District Library Net Assets

Governmental
Activities
2005 2004

Current and other assets $2,362.551  $2,668,394
Capital assets 6,395,540 6,486,760
Total assets 8,758,091 9,154,004
Long-term liabilities outstanding 4,153,009 4,304,852
Other liabilities 1,533,006 1,503,082
Total liabilities 5,686,015 5.807.934
Net assets:
Invested in capital assets, net

of related debt 2,106,984 2,043,921
Restricted 425,320 588,093
Unrestricted 539,772 714,056
Total net assets $3.072,076  $3.346,070



Spring Lake District Library Change in Net Assets

Revenue:

Program revenue:
Charges for services
Operating grants
Capital grants

Total program revenue

General revenue:
Property taxes
Penal fines
State revenue
Interest income

Total general revenue

Expenses:

Library services

Interest expense

Total expenses

(Decrease) Increase in net assets
Net assets — beginning of year

Net assets — end of year

Governmental
Activities
2005 2004

$ 31,599 25,543
6,071 10,415
- 21.497
37,670 57,455
1,250,994 1,211,685
90,433 77,950
15,494 15,542
36,989 6.891
1,393,910 1,312,068
1,534,440 1,006,355
171,134 190,692
1,705,574 1,197,047
(273,994) 172,476
3,346,070 3,173,594
$3.072,076  $3.346,070
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Financial Analysis of the Governmental Funds

As of the end of the current fiscal year the combined fund balance of $999,762 reflects a
decrease of $277,626 from the previous year. The decrease was due in large part to the use of
fund balance in the capital projects fund of approximately $120,000 for the Library construction
project and expenditures in excess of revenues in the general fund of approximately $ 152,000.
Significant changes in the general fund original budget were as follows:

1. Increase in benefit costs due to changing retirement plan to MERS.

2. Increase in supplies due to purchase of supplies previously purchased through
original construction contract and general increase in use of the building.

3. Decrease in anticipated utility costs due to implementation of third party consultant
recommended changes.

Capital Assets
Major capital asset purchases during the current fiscal year included the following:

- Building construction of $27,435
- Equipment additions of $39,428

Spring Lake District Library Capital Assets (net of depreciation)

Governmental
Activities
2005 2004
Land $ 599210 $ 599,210
Equipment 948,764 965,502
Building 4,847,566 4,922.048
Total $6.395,540 $6.486,760

Additional information on the Library’s capital assets can be found in Note 7 on page 25 of this
report.

Long-term debt

Spring Lake District Library Outstanding Debt

Governmental
Activities
2005 2004
Compensated absences $ 38,738 § 16,296
Installment notes 218,556 242,839
General obligation bonds 4,070,000 4,200,000
Total $4.327,294  $4.459,135



Additional information on the Library’s long-term debt can be found in Note 4 on pages 23 and
24 of this report.

Economic Factors and Next Year’s Budgets and Rates

The 2006 fiscal year budget considerations include increased costs for supplies, library materials,
staffing and programming due to inflation and increased use of the library. The library
anticipates decreased income in state aid funding, a slight increase in penal fine income based on
the increase in 2005, and a slight increase in tax income based on growth in the area.

Requests for Information

This financial report is designed to provide a general overview of Library’s finances for all those
with an interest in the Library’s finances. Questions concerning any of the information provided
in this report or requests for additional financial information should be addressed to the Director,
Spring Lake District Library, 123 East Exchange Street, Spring Lake, Michigan 49456.



SPRING LAKE DISTRICT LIBRARY

STATEMENT OF NET ASSETS

DECEMBER 31, 2005
Governmental
Activities
Assets
Current assets
Cash and cash equivalents $ 1,045,905
Accrued interest receivable 18,730
Taxes receivable 1,273,916
Total current assets 2,338,551
Noncurrent assets
Pledges receivable 24,000
Capital assets
Land 599,210
Improvements, buildings and equipment (net) 5,796,330
Total noncurrent assets 6,419,540
Total assets 8,758,091
Liabilities
Current liabilities
Accounts payable 17,606
Accrued liabilities 6,983
Interest payable 19,932
Unearned revenue 1,314,200
Bonds and notes payable within one year 174,285
Total current liabilities 1,533,006
Noncurrent liabilities
Compensated absences 38,738
Bonds and notes payable in more than one year 4,114,271
Total noncurrent liabilities 4,153,009
Total liabilities 5,686,015
Net assets
Invested in capital assets, net of related debt 2,106,984
Restricted for
Capital projects 389,354
Debt service 35,966
Unrestricted 539,772
Total net assets $ 3,072,076

The accompanying notes are an integral part of these financial statements.
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SPRING LAKE DISTRICT LIBRARY
STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED DECEMBER 31, 2005

Program Revenues

Charges Operating Capital Net
for Grants and Grants and (Expense)
Functions / Programs Expenses Services Contributions Contributions  Revenue
Governmental activities:
Library services $ 1,534,440 $ 31,599 $ 6,071 $ - $ (1,496,770)
Interest on long-term debt 171,134 - - - (171,134)
Total governmental activities $ 1,705,574 $ 31,599 $ 6,071 $ - (1,667,904)
General revenues:
Property taxes 1,250,994
Penal fines 90,433
State revenue 15,494
Unrestricted investment earnings 36,989
Total general revenues 1,393,910
Change in net assets (273,994)
Net assets, beginning of year 3,346,070

Net assets, end of year

The accompanying notes are an integral part of these financial statements.
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SPRING LAKE DISTRICT LIBRARY

BALANCE SHEET - GOVERNMENTAL FUNDS

DECEMBER 31, 2005
Capital Debt
General Projects Service Total
ASSETS

Cash and cash equivalents $ 614,881 $ 363,648 $ 67,376 1,045,905
Taxes receivable 980,205 - 293,711 1,273,916
Accrued interest receivable 15,946 2,784 - 18,730
Pledges receivable - 24,000 - 24,000
Total assets $ 1,611,032 $ 390,432 $ 361,087 2,362,551

LIABILITIES AND FUND EQUITY
Accounts payable $ 14,339 $ 1,078 $ 2,189 17,606
Accrued liabilities 6,983 - - 6,983
Deferred revenue 1,011,200 24,000 303,000 1,338,200
Total liabilities 1,032,522 25,078 305,189 1,362,789
Fund equity

Fund balance

Unreserved 578,510 365,354 55,898 999,762

Total liabilities and fund equity $ 1,611,032 $ 390,432 $ 361,087 2,362,551

The accompanying notes are an integral part of these financial statements.
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SPRING LAKE DISTRICT LIBRARY

Reconciliation of Fund Balances on the Balance Sheet
for Governmental Funds to Net Assets of
Governmental Activities on the Statement of Net Assets

DECEMBER 31, 2005

Fund balances - total governmental funds $ 999,762

Amounts reported for governmental activities in the statement of net assets are different because;
Capital assets used in governmental activities are not financial resources and therefore are not

reported in the funds.
Add - capital assets 6,782,759
Deduct - accumulated depreciation (387,219)

Some assets reported in the balance sheet do not provide current financial resources and therefore
are not included in fund balance on the fund financial statements.

Add - deferred revenue on long-term pledges receivable 24,000

Certain liabilities, such as bonds payable, are not due and payable in the current period and
therefore are not reported in the funds.

Deduct - compensated absences payable (38,738)
Deduct - bonds/notes payable (4,288,556)
Deduct - accrued interest on bonds/notes payable (19,932)
Net assets of governmental activities $ 3,072,076

The accompanying notes are an integral part of these financial statements.
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SPRING LAKE DISTRICT LIBRARY

STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2005

REVENUES
Property tax
State revenue
Contributions
Fines and forfeitures
Other revenues
Interest income

TOTAL REVENUES

EXPENDITURES
Current
Library services
Capital outlay
Debt Service:
Principal
Interest and fiscal charges

TOTAL EXPENDITURES
NET CHANGE IN FUND BALANCES

FUND BALANCES, BEGINNING OF
YEAR

FUND BALANCES, END OF YEAR

Capital Debt
General Projects Service Total

$ 952,168 $ - $ 298,826 $ 1,250,994
15,494 - - 15,494
6,071 47,842 - 53,913
90,433 - - 90,433
21,539 - - 21,539
36,989 11,737 3,465 52,191
1,122,694 59,579 302,291 1,484,564
1,272,216 - - 1,272,216
2,320 146,242 - 148,562

- 24,283 130,000 154,283

- 8,804 178,325 187,129

1,274,536 179,329 308,325 1,762,190
(151,842) (119,750) (6,034) (277,626)
730,352 485,104 61,932 1,277,388

$ 578510 § 365354 $§ 55,898 $ 999,762

The accompany notes are an integral part of these financial statements.
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SPRING LAKE DISTRICT LIBRARY

Reconciliation of the Statement of Revenues, Expenditures
and Change in Fund Balances of Governmental Funds
to the Statement of Activities

FOR THE YEAR ENDED DECEMBER 31, 2005

Net change in fund balances - total governmental funds $ (277,626)
Amounts reported for governmental activities in the statement of activities are different because:

Governmental funds report capital outlays as expenditures. However, in the statement of activities, the

cost of those assets is allocated over their estimated useful lives and reported as depreciation expense.
Add - capital outlay 66,863
Deduct - depreciation expense (158,083)

Debt proceeds provide current financial resources to governmental funds in the period issued, but issuing
debt increases long-term liabilities in the statement of net assets. Repayment of debt principal is an
expenditure in the governmental funds, but is reported as a decrease in long-term liabilities on the

statement of net assets.
Add - principal payments on bonds and notes payable 154,283

Some revenue reported in the statement of activities does not provide current financial resources and
therefore are not reported as revenues in the statement of revenues, expenditures and changes in fund
balances.
Deduct - change in pledges receivable in the capital projects fund (52,984)

Some expenses reported in the statement of activities do not require the use of current financial resources
and therefore are not reported as expenditures in the statement of revenues, expenditures and changes in
fund balances.

Deduct - increase in compensated absences payable (22,442)
Add - decrease in accrued interest payable on bonds 15,995
Change in net assets of governmental activities $  (273,994)

The accompanying notes are an integral part of these financial statements.
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SPRING LAKE DISTRICT LIBRARY
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL
GENERAL FUND

FOR THE YEAR ENDED DECEMBER 31, 2005

Variance
with
Final
Budget
Budgeted Amount Positive
Original Final Actual (Negative)
REVENUES
Property tax $ 997,686 $ 959,144 $ 952,168 $ (6,976)
State revenue 13,423 15,494 15,494 -
Contributions 4,000 5,721 6,071 350
Fines and forfeitures 75,000 90,000 90,433 433
Other revenues 16,050 21,565 21,539 (26)
Interest income 4,000 21,000 36,989 15,989
TOTAL REVENUES 1,110,159 1,112,924 1,122,694 9,770
EXPENDITURES
Current
Salaries and wages 421,000 415,000 410,910 4,090
Employee benefits 112,200 512,200 509,239 2,961
Publications 105,000 102,970 97,816 5,154
Supplies 45,000 57,800 56,389 1,411
Professional fees 117,000 120,350 117,314 3,036
Utilities 102,800 81,400 78,282 3,118
Miscellaneous 4,600 2,590 2,266 324
Contingency 172,559 - - -
Capital Outlay 30,000 2,400 2,320 80
TOTAL EXPENDITURES 1,110,159 1,294,710 1,274,536 20,174
NET CHANGES IN FUND BALANCE - (181,786) (151,842) 29,944
FUND BALANCES, BEGINNING OF YEAR 730,352 730,352 730,352 -
FUND BALANCES, END OF YEAR $ 730,352 $ 548,566 $ 578,510 $ 29,944

The accompany notes are an integral part of these financial statements.

-16-



SPRING LAKE DISTRICT LIBRARY

NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Spring Lake District Library (the “Library”) conform to generally accepted
accounting principles as applied to governmental units. The following is a summary of the significant
policies.

Spring Lake District Library was established as the Warner Baird District Library on May 2, 1994
pursuant to Act No. 24 of the Public Acts of 1989 by participating municipalities of Spring Lake
Township and the Village of Spring Lake. During 2003 the Library’s name was changed to the Spring
Lake District Library. The Library provides library services to the public.

The Reporting Entity

The Library is governed by a Board, appointed in accordance with the Library bylaws. The Board has
governance responsibilities over all activities related to the Spring Lake District Library. The Board
receives funding from local and state government sources and must comply with concomitant
requirements of these funding entities. However, the Board is not included in any other governmental
“reporting entity” as defined by the Government Accounting Standards Board since the Board members,
who are appointed, have decision-making authority, the power to designate management, the
responsibility to significantly influence operations, and primary accountability for fiscal matters. In
accordance with generally accepted accounting principles, there are no component units to be included in
these financial statements.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of activities)
report information on all of the activities of the primary government. For the most part, the effect of
interfund activity has been removed from these statements. Governmental activities are supported by
charges for services and tax revenues.

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. Program revenues include 1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function or
segment and 2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Internally dedicated resources are reported as general
revenues rather than as program revenues.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The government-wide financial statements (statement of net assets and the statement of activity) are
reported using the economic resources measurement focus and the accrual basis of accounting. Revenues
are recorded when earned and expenses are recorded when a liability is incurred, regardless of the timing
of related cash flows. Grants and similar items are recognized as revenue as soon as all eligibility
requirements imposed by the provider have been met.

-17-



SPRING LAKE DISTRICT LIBRARY

NOTES TO FINANCIAL STATEMENTS

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period. For this purpose, the
government considers revenues to be available if they are collected within 30 days of the end of the
current fiscal period. Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, debt service expenditures, as well as expenditures related to compensated absences
not expected to be paid in the current year and claims and judgments, are recorded only when payment is
due.

State revenue, fees and interest associated with the current fiscal period are all considered to be
susceptible to accrual and so have been recognized as revenues of the current fiscal period. All other
revenue items are considered to be measurable and available only when cash is received by the
government.

The government reports the following major governmental funds:

The general fund is the government’s primary operating fund. It accounts for financial resources of
the Library which are not required to be reported in another fund.

The capital projects fund is utilized to account for the accumulation and disbursement of funds for the
construction and equipping of the new Library facility.

The debt service fund is utilized to account for the accumulation and disbursement of funds to provide
for the debt service on Library construction debts.

Budgetary Data

The annual budget is prepared by the Library’s management and adopted by the Library Board;
subsequent amendments are approved by the Library Board. During the current year, the budget was
amended in a legally permissible manner.

The budget has been prepared in accordance with generally accepted accounting principles. The budget
statement (statement of revenue, expenditures and changes in fund balances — budget and actual — general
fund) is presented on the same basis of accounting used in preparing the adopted budget.

The budget has been adopted on an activity basis; expenditures at this level in excess of amounts
budgeted are a violation of Michigan law. A comparison of actual results of operations to the budget as
adopted by the Board is included in the financial statements.

The District Library follows these procedures in establishing the budgetary data reflected in the financial
statements:

a. On or about December 1, the District Library submits to the general public a proposed operating
budget for the fiscal year commencing the following January 1. The operating budget includes
proposed expenditures and the means of financing them.

Public hearings are conducted to obtain taxpayer comments.

On or about December 31, the budget is legally enacted through passage of a resolution.

The District Library Director is authorized to transfer budgeted amounts within any activities.
Appropriations for the general fund lapse at the end of the fiscal year.

opo o
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SPRING LAKE DISTRICT LIBRARY

NOTES TO FINANCIAL STATEMENTS

Property Taxes Receivable

Property taxes are levied and attach as an enforceable lien of property on December 1. Property taxes are
payable through February 14. The property taxes are billed and collected by Spring Lake Township,
which then remits the District Library’s designated portion on a semi-monthly basis. During March of
each year, uncollected real property taxes are transferred to Ottawa County which pays the Library for
those balances and accepts responsibility for collection. Responsibility for the collection of unpaid
personal property taxes remains with the Spring Lake Township.

Although the Library’s 2005 ad valorem tax is levied and collectible on December 1, 2005, it is the
Library’s policy to recognize revenues from the current tax levy in the subsequent year when the proceeds

of this levy are budgeted and made available for the financing of the Library’s operations.

Compensated Absences

District Library employees earn vacation and sick leave in varying amounts based on length of service.
Unused vacation pay and sick pay leave may accumulate and be carried over to a subsequent year, subject
to restrictions. No portion of unused sick leave is paid to employees at the time of termination or
retirement. It is the District Library’s policy to recognize the cost of sick leave at the time payments are
made. Vacation leave accrued at year end which is subject to payment upon termination has been
included as a liability on the statement of net assets and not on the fund balance sheet as the balance is not
expected to be liquidated with expendable available financial resources.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Actual results could differ from those estimates.

Contributions
All contributions are considered to be available for unrestricted use unless specifically restricted by the
donor. Restricted resources are utilized first when allowable costs are incurred where both restricted and

unrestricted net assets are available.

Cash and Cash Equivalents

The District Library considers all cash, demand deposits and short-term investments with an original
maturity of three months or less to be cash and cash equivalents.
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Capital Assets

Capital assets, which include property and equipment are reported in the government-wide statements
(statement of net assets). Capital assets are defined by the Library as assets with an initial, individual cost
of more than $5,000 and an estimated life in excess of two years. Such assets are recorded at historical
cost or estimated historical cost if purchased or constructed. Donated capital assets are recorded at
estimated fair value at the date donated.

The cost of normal maintenance and repairs that do not add to the value of the asset or materially extend
asset lives are not capitalized.

Capital assets are recorded as capital expenditures at the time of purchase in the fund financial statements
(statement of revenues, expenditures and changes in fund balances) and are subsequently capitalized on
the government-wide statements.

Depreciation is recorded over the estimated useful lives of the assets, using the straight-line method for all
capital assets, as follows:

Years
Furniture, fixtures and equipment 5-20
Building 50

Deferred Compensation Plan

The Library offers its employees a deferred compensation plan created in accordance with IRS section
457. The plan, available to all Library employees, permits them to defer a portion of their current salary
until future years. A trust has been established for the plan assets and the related assets and liability are
not included in the Library’s financial statements.

CASH DEPOSITS AND INVESTMENTS

Deposits

The caption on the financial statements of cash and cash equivalents consists of the following:

Governmental

Activities
Cash deposits $ 910,551
Investments 135,354
Total cash deposits and investments $1,045,905

These deposits are in three (3) financial institutions located in Michigan. State policy limits the Library’s
investing options to financial institutions located in Michigan. All accounts are in the name of the Library
and a specific fund or common account. They are recorded in Library records at fair value.
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The Library chooses to disclose investments by specifically identifying each:

Investment Name Fair Value Credit Rating
Fifth Third Local Units of Government Money Market $57,734 *
Huntington FMB Short-Term Investment Fund 77,620

$135,354

* denotes an investment that is backed by the United States Treasury Department. Therefore, no credit
rating is necessary.

Subsequent to year-end, the $77,620 held in the Huntington FMB Short-Term Investment Fund was
transferred to an FDIC insured money market.

Deposit Risk

Interest rate risk. State law limits the allowable investments and the maturities of some of the
allowable investments as identified in the following list of authorized investments. The Library’s
investment policy does not have specific limits in excess of state law on investment maturities as a
means of managing its exposure to fair value losses arising from increasing interest rates.

Credit risk. The Library’s investment policy does not have specific limits in excess of state law on
investment credit risk. The Library has no investments for which ratings are required.

Custodial credit risk. Custodial credit risk is the risk that in the event of a bank failure, the Library’s
deposits may not be returned. State law does not require and the Library does not have a policy for
deposit custodial credit risk. As of year-end, $742,401 of the Library’s bank balance of $952,043 was
exposed to credit risk because it was uninsured and uncollateralized. The Library believes that due to
the dollar amounts of cash deposits and the limits of FDIC insurance, it is impractical to insure all
bank deposits. As a result, the Library evaluates each financial institution with which it deposits funds
and assesses the level of risk of each institution; only those institutions with an acceptable estimated
risk level are used as depositories.

Custodial Credit Risk — Investments. For an investment, custodial credit risk is the risk that, in the event
of the failure of the counterparty, the Library will not be able to recover the value of its investments or
collateral securities that are in the possession of an outside party. The Library minimized this risk by pre-
qualifying the financial institutions, brokers/dealers, intermediaries and advisors to be in compliance with
the requirements set forth in the Library’s investment policy. Of the above mutual fund investments, the
Library’s custodial credit risk exposure cannot be determined because the mutual funds do not consist of
specifically identifiable securities.
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Statutory Authority

State statutes authorize the Library to invest in:

a. Bonds, securities, other obligations and repurchase agreements of the United States, or an agency or
instrumentality of the United States.

b. Certificates of deposit, savings accounts, deposit accounts or depository receipts of a qualified
financial institution.

c. Commercial paper rated at the time of purchase within the two highest classifications established by
not less than two standard rating services and that matures not more than 270 days after the date of
purchase.

d. Bankers acceptances of United States banks.

e. Obligations of the State of Michigan and its political subdivisions that, at the time of purchase are
rated as investment grade by at least one standard rating service.

f.  Mutual funds registered under the Investment Company Act of 1940 with the authority to purchase
only investment vehicles that are legal for direct investment by a public corporation.

g. External investment pools as authorized by Public Act 20 as amended through 12/31/97.

RETIREMENT PLAN

The Library participates in the Spring Lake District Library defined contribution pension plan
administered by the ICMA Retirement Corporation. The plan was established by the Library to provide
benefits at retirement to the Library full-time staff. Plan members are not required to contribute. The
Library is required to contribute 10% of annual covered payroll. The employer contribution for the year
totaled $20,649. Plan provisions and contribution requirements are established and may be amended by
the Library Board. At the end of the year, the balance in the defined contribution plan, along with
$400,000 of district funds, were contributed to a new defined benefit pension plan for library employees.
An actuarial valuation of this plan had not been performed as of December 31, 2005.
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4. LONG-TERM DEBT

Long-term debt of the Library consists of the following:

Balance
January 1,
2005

Increases

Due
Balance Within
December 31, One
(Decreases) 2005 Year

Compensated absences $ 16,296

2001 general obligation

bonds at 3-4.5%
interest with principal

payments ranging from
$50,000 to $130,500

through 2021

Installment purchase re-

financing (Whiting) at

3.63% interest with
principal payments

of $10,379 to $10,378

through 2014

Installment purchase re-
financing (Sluis) at
3.63% interest with
principal payments
of $6,863 to $6,862
through 2014

Installment purchase re-
financing (Evans) at
3.63% interest with
principal payments
of $7,043 through
2014

Totals

4,200,000

103,785

68,629

70,425

$22,442

$ - $ 38,738 $ -

130,000 4,070,000 150,000

10,378 93,407 10,379

6,863 61,766 6,863

7,042 63,383 7,043

$4,459,135

$22,442

$154,283 $4,327,294  $174,285

General obligation bonds are paid from the debt service fund millage while installment purchases are paid
from contributions recorded in the capital projects fund. Compensated absences are liquidated by the

general fund.
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The annual requirements to pay principal and interest on long-term debt outstanding at year-end are as

follows:
Year Ending
December 31 Principal Interest
2006 $ 174,285 $ 181,098
2007 199,283 174,310
2008 214,285 166,111
2009 224,283 156,944
2010 234,285 147,350
2011-2015 1,312,135 577,453
2016-2020 1,565,000 265,611
2021 365,000 8,212

$4,288,556 $1,677,089

5. RISK MANAGEMENT

The Library is exposed to various risks of loss related to property loss, torts, errors and omissions and
employee injuries (workers’ compensation), as well as medical benefits provided to employees. The
Library has purchased commercial insurance for claims. Settled claims relating to the commercial
insurance have not exceeded the amount of insurance coverage in the past three fiscal years. There were
no significant reductions in insurance coverage during the past year.

6. COMMUNITY FOUNDATION

The Grand Haven Area Community Foundation maintains three separate funds (Library expansion,
Endowment and Restricted funds) which have not been included on the financial statements. Resources
of the Library expansion and restricted fund can be obtained and expended by the Library under
provisions of the individual fund agreement and upon approval by the Foundation. Earnings on the
endowment after specific annual additions to the endowment corpus can also be obtained and expended
by the Library upon request by the Library Board and approval by the Foundation. At December 31,
2005, balances of the Library expansion, endowment and restricted funds held by the Grand Haven Area
Community Foundation were $56,792, $603,586 and $118,220, respectively.
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7. CAPITAL ASSETS

Changes in the components of the capital assets are summarized as follows:

Balance Balance
January 1, December 31,
2005 Additions Deductions 2005

Capital assets not being
depreciated:

Land $ 599,210 $ - $ - $ 599,210
Capital assets being depreciated:

Building 5,070,714 27,435 - 5,098,149

Furniture and equipment 1,045,972 39,428 - 1,085,400
Total capital assets 6,715,896 66,863 - 6,782,759
Accumulated depreciation

Building 148,666 101,917 - 250,583

Furniture and equipment 80,470 56,166 - 136,636
Total accumulated depreciation 229,136 158,083 - 387,219
Net capital assets $6,486,760 $(91,220) $ - $6,395,540

8. PLEDGES RECEIVABLE - CAPITAL PROJECTS FUND
Pledges receivable at December 31, 2005, are as follows:
2000 2001
Pledges Pledges Total

Pledges $569,450 $132,717 $702,167
Pledges received 569,450 108,717 678,167
Pledges receivable $ - $ 24,000 $ 24,000

These pledges receivable are also recorded as deferred revenue in the liabilities section of the balance
sheet in accordance with the modified accrual basis of accounting.

koskosk sk ok ok
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

March 1, 2006

To the Board of Trustees
Spring Lake District Library
Spring Lake, Michigan

We have audited the financial statements of the governmental activities and each major fund of Spring Lake
District Library, as of and for the year ended December 31, 2005, which collectively comprise the Library’s
basic financial statements, and have issued our report thereon dated March 1, 2006. We conducted our audit
in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General
of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Spring Lake District Library’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our opinions
on the financial statements and not to provide an opinion on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in the
internal control over financial reporting that might be material weaknesses. A material weakness is a
reportable condition in which the design or operation of one or more of the internal control components does
not reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts that would
be material in relation to the basic financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. We noted no
matters involving the internal control over financial reporting and its operation that we consider to be material
weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Spring Lake District Library’s financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statements amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit and, accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

This report is intended solely for the information and use of management, the board members, federal
awarding agencies and pass-through entities and is not intended to be and should not be used by anyone other

than these specified parties.

26-
2330 East Paris Avenue SE e P.O. Box 6547 e Grand Rapids, MI 49516-6547 e 616.975.4100 e Fax 616.975.4400 ¢ www.rehmann.com



. ] REHMANN ROBsSON

Certified Public Accountants

‘ A member of THE REHMANN GROUP An Independent Member of Baker Tilly International

March 1, 2006

Board of Trustees
Spring Lake District Library
Spring Lake, Michigan

In planning and performing our audit of the financial statements of Spring Lake District Library for the year
ended December 31, 2005, we considered the Library’s internal control to determine our auditing procedures
for the purpose of expressing an opinion on the financial statements and not to provide assurance on the
internal control.

However, during our audit we became aware of an issue with property tax collections. The following
paragraph summarizes our comment regarding that matter. This letter does not affect our report dated

March 1, 2006 on the financial statements of Spring Lake District Library.

Our comment is as follows:

PROPERTY TAX COLLECTIONS

We noted during our audit that property tax collections for the library were only occurring once a month. Per
MCL 211.43, tax collections by the taxing authority are to be delivered within 10 business days after the 1*
and 15" days of each month. In many cases these funds would be able to earn valuable interest for the library.
We recommend that the library contact its taxing authority and encourage them to remit the share of the
library’s property taxes in a timely fashion to maximize returns on property tax revenue.
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